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THE TREND IS DOWN 


UR index of real estate activity, the number of voluntary real estate 
() transfers per 10,000 families, has declined from 78.7 in December to 

77.1, which is 7 percent below the normal long-term trend. This index 
lumps together the transfers of all kinds of real property, from new and exist- 
ing houses to office buildings and stores. The other general index paralleling 
the index of real estate activity is the number of mortgages recorded per 
10,000 families, which stands at 62.6 in January - down from 65.5 in Decem- 
ber. 


Another indication of the downward trend in real estate is the 9 percent de- 


cline from December to January in the number of private nonfarm housing 
starts (seasonally adjusted annual rates). See the chart on page 103. An in- 
dicator of the future trend in housing starts is the number of applications for 
Federal Housing Administration mortgage insurance. FHA new home applica- 
tions fell 12 percent from December to January on a seasonally adjusted basis. 


At first this decline in real estate activity would seem to indicate that too 
many dwelling units have been built. The vacancy rate, however, does not 
support this conclusion. During the fourth quarter of 1959, only 1.1 percent of 
home-owner units were vacant and available for sale. There were 6.4 percent 
of the rental units vacant and available for rent during the same period. This 
was a decline from the postwar peak of 6.7 percent in the second quarter of 
last year. In 1950 the rental vacancy rate was only 2.6 percent and the genera) 
trend has been upward since that time. This is not a high rate for a normal 
market situation. 


Our index of the selling price of an existing house in a well-maintained 
neighborhood has been revised recently. This revision is charted on page 102, 
and shows that the selling price of existing housing has leveled off in the last 
six months. The index of the trend is now 129.2, less than the high of 129.8 
in June of last year. New housing costs, as measured by our cost of a stand- 
ard six-room frame house have continued to increase. The cost of the stand- 
ard six-room frame house is now $19,609. It was $19,132 last June. (See 
pages 104, 105, and 108.) The rent index, adjusted to a 1921-38 base, shows 
that the level of rents for urban workers increased from 126.1 last June to 
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100.0 $12, 000 Jan. *59 128. $15, 380 
39.9 4,790 Feb. "59 127. 15, 340 
34 , 080 Mar. '59 128 15, 380 
77 , 250 Apr. "59 128. 15,470 
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127.4 in January 1960. Although rents and new building costs are still in- 
creasing, they are doing so at a decreasing rate. 


The available data would seem to indicate that we are in a transition period 
between a seller’s and a buyer’s market. There are enough vacancies to give 
the buyer room to shop around. The buyer can be more selective. Prices and 
rents will continue to increase for some time, but at a slower rate. 


Interest rates on all mortgages increased to 6.09 percent in January. This 
is the average of recorded rates in 11 major cities, and therefore is lower than 
the effective rate during a period of tight money. Two reasons account for 
this. First, FHA and VA mortgages are recorded at their legal maximums, 
which is much less than the effective rate because of the large discounts. Sec- 
ond, the recorded rates represent the yields on mortgages committed four to 
six months previously. Our chart on page 106 shows that the average rate on 
conventional first mortgages coincides with the average rate on all mortgages 
during 1958 and part of 1959, the period of easy money. During tight money 
periods, when discounts appear on FHA and VA mortgages, the average rate 
on conventional mortgages is higher and more representative of the effective 
rate of interest. 





(cont. on page 106) 
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(cont. from page 103) 


The weekly barometer of the tightness of the money market, the yield on 
91-day Treasury bills, was as high as 4.602 percent during the week ending 
January 9, and as low as 3.563 percent during the week ending February 13. 
The latest yield was 4.168 percent. Even if this should represent some easing 
of the market, it will not be reflected in the mortgage market for another four 
to eight months. There are two reasons forthis. First, there is a delay be- 
tween the easing of the short-term market and that of the long-term markets. 
Second, mortgage loans are committed four to six months in advance of their 
use. This is particularly true in the case of new subdivision homes. 


The cause of high interest rates in the real estate industry has been the 
rapid rebound of the rest of the economy from the 1957-58 recession and from 
the recent steel strike. Inventory and industrial expansion in the rest of the 
economy is competing with the housing industry and the Federal government 
for the savings of the public. On the other hand, the public is trying to spend 
more and save less. This squeeze on loanable funds has brought about the 
tightest money market in a generation. 
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INCREASES IN BUILDING COSTS SINCE 1939 


St. Louis 
February 1960 


SIX-ROOM BRICK HOUSE (FRAME INTERIOR)* 
Content: 23,100 cubic feet 
1,520 square feet 

Cost 1939: $ 6,400 

(27. 7¢ per cubic foot; $ 4.21 per square foot) 
Cost today: $20, 740 

(89. 8¢ per cubic foot; $13.64 per square foot) 
INCREASE OVER 1939 = 224. 1% 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1,165 square feet 

Cost 1939: $ 5,440 

(21.8¢ per cubic foot; $ 4.67 per square foot) 
Cost today: $17, 580 

(70.6¢ per cubic foot; $15.09 per square foot) 
INCREASE OVER 1939 = 223. 2% 


SIX-ROOM FRAME HOUSE* 
Content: 24, 288 cubic feet 
1,650 square feet 
Cost 1939: $ 5,671 
(23. 4¢ per cubic foot; $ 3.44 per square foot) 
Cost today: $19, 609 
(80. 7¢ per cubic foot; $11.88 per square foot) 


INCREASE OVER 1939 = 245. 8% 


6-ROOM CALIFORNIA BUNGALOW - NO BASEMENT 
Content: 12,119 cubic feet 
992 square feet 

Cost 1939: $ 3,392 

(28. 0¢ per cubic foot; $ 3.42 per square foot) 
Cost today: $11, 095 

(91. 6¢ per cubic foot; $11.18 per square foot) 
INCREASE OVER 1939 = 227.1% 


STANDARD BRICK RANCH HOUSE 
Content: 16, 250 cubic feet 
840 square feet 

Attached garage - 200 square feet 
Without garage - $13,728 

(84. 5¢ per cubic foot; $16.34 per square foot) 
Garage - $1,053 

($5. 26 per square foot) 


CONTEMPORARY FRAME RANCH HOUSE 
(Dry Wall) 
Content: 12, 285 cubic feet 
1,170 square feet 

Carport - 320 square feet 
Without carport - $14, 161 

($1.15 per cubic foot; $12.10 per square foot) 
Carport - $656 

($2. 05 per square foot) 





*Costs include full basement 

















